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Inflation is a major issue to a country, which influences the economic development 
and the social stability, and is one of the three objectives of macro-control. With the 
improvement of the market system and the deepening of economic reform, China’s 
market economy has been consolidated and strengthened since reform and open up, 
which makes some important interactions between macroeconomic aggregates and 
their relationships become apparent and changed a lot. Therefore, studying the 
relationship between macroeconomic aggregates, particularly the dynamic changes in 
the inflation rate becomes especially important, which is not only very helpful to 
understand the characteristics of China's economic operations, but also has great 
significance to the formulation of macroeconomic policy. 
 
In this paper, we build a three-factor model of New Keynesian Phillips Curve base on 
Calvo（1983）and Gali（1999）, which includes the marginal cost,  inflation 
expectation and inflation inertia, and then we establish its econometric model. Then, 
we transform the qualitative data from the Consumers Saving Survey System 
conducted by the People’s Bank of China into quantitative expected inflation data. We 
transform the monthly CPI from the National Bureau of Statistics into the quarterly 
inflation rate, and use the unit labor cost to represent the marginal cost. Finally, we 
test the model by using China’s data to study the internal mechanism of inflation in 
China. Moreover, we use a nonparametric-functional coefficient-quantile regression 
model to describe the inflation’s dynamic properties, which can capture the 
characteristics of the dynamic process of the inflation more accurately. 
 
The result shows that there is an inherent jumping structural change in China’s 
three-factor model of inflation. The inherent structural change depends on the level of 

















We can not get the inflation stability without the government’s macro-control. The 
factor which has the most significant influence on inflation is the marginal cost of 
labor, which refers to the demand push and cost push. This is also the main factor 
which makes the internal mechanism of inflation a jump-type change structure. 
Inflation inertia influences inflation mainly through other factors. Its direct influence 
on inflation is stable and less affected by economic conditions. The policy 
recommendations based on the study are as follows. In order to stabilize inflation and 
ensure the economic development sustainable, we need strengthen the government's 
macro-control on inflation. China's inflation control policy can not simply refer to 
historical experience, but should combine the current and the past economic situations. 
Regulation should focus on the demand and cost control. Regulatory policy should 
pay attention to maintaining consistency, and take full account of the continuing 
impact of inflation. The relationship between inflation expectations and inflation is a 
positive correlation, which is also stability. Therefore, the government should pay 
more attention to the transmission of information. Information should be open and 
transparent to the public in time. Thus, the public can have the right judgments and 
expectations. 
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